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Introduction
In general, investors are not interested in how the funds in their portfolio have been produced. Instead, investors rather look for indicators of performance, risk, and their individual investment emphasis. Nevertheless, the production conditions and especially the decision of a fund company on where to domicile a fund have decisive implications at both the level of competing governments and the level of the individual company. The domiciliation decision also has tremendous consequences on the political side. Financial centers and their governments compete for added value stemming from companies' revenues and jobs. 3 For instance, since a barrier separates the US and the European markets and forbids simple distribution between the two, companies from the US, but also from other countries around the globe, have always been faced with the question in which European country to register a new fund for distribution on the continent, thus spurring competition between the countries.
As competition increases, it is important to identify the reasons motivating fund companies to set up in one place and to avoid another location. The mutual fund market provides an excellent arena for a detailed investigation of the quality of value-creating network clusters, since it shows a high level of market integration (Heinemann, 2002) .
The network character of mutual fund industries and the tendency to establish local clusters around the globe is obvious: Porter (2008: 245) illustrates that the cluster of the mutual fund industry in the United States is located in Boston, Massachusetts, the same place in which the first open-end mutual fund was launched in 1924 (Rouwenhorst, 2004) . In Europe, as well, clusters for mutual funds exist: Luxembourg is famous for fund domiciliation; according to the data of EFAMA (2011c) one out of four European funds was domiciled in this small country by mid-2011. Favorable financial regulation and tax laws have led to a transformation of Luxembourg into a major center for offshore mutual funds. Parallel facts apply for Dublin (e.g., Khorana et al., 2005) . All these locations have in common a distinctive knowledge network in which specialized intermediaries and public authorities play major roles. Particularly the (de-)regulation of national financial markets played the most important role for the expansion of financial services and caused a competition between national regulations to attract the domicilation of financial services providers.
In the EU, competition for the best regulatory framework is intensified by the directive on Undertakings for Collective Investments in Transferable Securities (UCITS), which has created a standardized pan-European market through the introduction of a "product passport" for mutual funds. This passport allows any fund registered in one EU country to be sold in any other EU country without further lengthy authorization proceedings. This standardization also applies to fund companies from outside the EU searching for the one domicile in Europe from which to offer funds to the entire continent. Moreover, when existing funds are to be merged, the question of the preferred domicile arises. The implementation of the new UCITS IV Directive (2009/65/EC) in mid-2011 may further increase the freedom to locate operations in the European Union and lead to new decision opportunities for fund companies to geographically optimize their business models. As competition increases, it is important to identify the reasons which motivate financial intermediaries to settle in one place and avoid another location.
This paper examines the relevant determinants of the production function of mutual funds with a special emphasis on the fund domiciliation decision. It analyzes how competing European countries differ in terms of these relevant factors. Hence, this work investigates the rationale behind the domiciliation decision. For a precise examination, this analysis concentrates on the uniform UCITS funds. Production and distribution of these funds often diverge.
The fundamental goal of this analysis is to provide a detailed empirical analysis of location factors in the European fund industry. We focus on the fund industry in six European countries: France, Germany, Ireland, Luxembourg, Switzerland, and the United Kingdom. This group comprises more than 83 percent of the entire European market and of the European UCITS market at the end of mid-2011. Further, we stress that despite virtually uniform regulation conditions, differences in practice still exist between the countries (e.g., relationship between actors in the fund company and authorization body).
Luxembourg remains the winner in almost all considered determinants, whereas countries with a large domestic market size, such as France and Germany lag behind. Hence, the common divergence of funds' production and distribution is still motivated by clear reasons; indications for path dependence seem not to exist.
Despite its economic importance, little empirical research examines the behavior of fund companies. This lack of research is primarily due to the difficulty of obtaining data on individual-level behavior. Identifying the behavior of individuals is, however, of central importance if one is to adequately understand the implications of their decisions.
The uniqueness of the data stems from its disaggregated, individual-level observations and specific assessments of the decision makers. To our knowledge, this is the first empirical study in the academic literature on domiciliation decision to analyze managerlevel data on location factors and the country-specific characteristics included in the sample.
The results show that the cross-border distribution of funds has increased around the globe over the past decades, owing to a reduction of barriers to cross-border sale. This has intensified competition among fund companies, has provided incentives to relocate companies' activities and to domicile their funds in countries which offer the most favorable regulatory environment. This, in turn, has led to greater competition among countries seeking to attract fund companies. Due to this financial liberalization, offshore locations have become the most important mutual fund domiciles worldwide. In the EU, Luxembourg and Ireland have benefited from the fast implementation of the UCITS directive and the creation of a favorable environment for the European mutual fund industry. The legal and regulatory environment thus created a competitive edge for
Luxembourg as a first mover over rival financial centers. An important implication of this paper is that fund-specific legislation, conditions in the approval process, and the cluster of specialized experts play the most important role in the domiciliation decision of a UCITS fund. By contrast, traditional cost factors are generally considered to be less important. A further important implication of the analysis is that fund companies sort their preferences on the domiciliation decision in a very similar manner and that managers' assessments are more persistent the more relevant the determinants are.
Using only public data, it is difficult to determine whether a selected location decision would be repeated. For this reason, the survey method is applied. The results are based on a survey conducted in mid-2009 among 47 senior managers in the German fund sector who are responsible for the domiciliation decisions of their company. The sample is representative with a focal market share of 78 percent.
This paper contributes to the literature as it is the first to understand the production of the mutual fund industry as a knowledge-based and regulation-driven process in which location factors and country-specific characteristics count most. The focus will be the analysis of the location decision behind setting up an open-end mutual investment fund.
In particular, the determinants fund companies consider in their decision to open a new fund or to merge existing funds have not been closely examined. Using a data set from 1979 to 1992, Khorana and Servaes (1999) indicate that fund set-ups are significantly related to the level of total invested assets, capital gains embedded in other funds with the same objectives, fund companies' prior performance, and fund company size. The probability to set up a new fund increases with the number of existing funds in the same fund family. The authors look into the determinants leading to new fund starts, i.e., the opportunity to generate additional income or high reputation, and do not acknowledge the decision on where a fund is started. Khorana et al. (2005) find that the size of mutual fund demand is larger in countries with stronger rules, laws, and regulations, specifically where mutual fund investors' rights are better protected. The fund industry is larger in countries with a wealthier and more educated population, and where the industry itself is older. In a similar register, Fernando et al. (2003) focus on the growth of mutual funds.
The structure of this paper is as follows. Chapter 2 discusses the background to the study and illustrates the specific regulation and market development, and Chapter 3 presents the data and methods. Afterwards in Chapter 4, we examine why individuals choose the separation of countries for set-up and sales. Chapter 5 concludes.
Background Information

Specific Industry Regulation in Europe
In order to explain the emergence of financial centers, findings from the literature (e.g., Kim, 1995 and 1999; Ellison and Glaeser, 1999; Rosenthal and Strange, 2004) emphasize that it is necessary to focus on the early location decisions of fund companies, and on how companies make subsequent location decisions to the early arrivals of companies. It is broadly recognized that the framework conditions in regulation have had a strong influence on the early decision to go abroad. Therefore, the industry-specific regulation is in the focus of this section. The subsequent location decisions based on the regulatory environment will be examined in the following chapter. Moreover, being familiar with the background of fund market integration in Europe allows for a better understanding of the important role of financial regulation for the behavior of fund companies and how recent regulatory changes affect it. Switzerland as one of the most important centers for mutual funds is not a member of the EEA, hence does not take part in the UCITS framework, but has adopted a largely compatible regulatory framework to go in line with EU law (Schweizerischer Bundesrat, 2005; EFAMA, 2010: 231-232 between the different groups of agents in the value chain of a mutual fund's production.
UCITS also developed country-specific networks of knowledge sharing between agents, service bundling, and cooperation with legal authorities.
Market Development
The introduction of the UCITS framework has also led to very different benefits for the participating countries, i.e. financial centers. Luxembourg and Ireland have benenfited from first mover advantages. They were the first to transpose the UCITS I directive into national law and also enjoy more liberal supervisory and taxation framework conditions for mutual funds in general. Moreover, while the UCITS III directives were adopted in Luxembourg in December 2002, not even one year after they had been approved by the European Parliament, its adoption in Germany with clearly more restrictive requirements for mutual funds took place with the "Investmentmodernisierungsgesetz" in 2004. It took even three more years for Germany to adopt characteristics of Luxembourgish legislation (Investmentänderungsgesetz).
The domicilation effect of regulations, resp. the UCITS, is the cornerstone of our contribution. (OEE and ZEW, 2006; GrilletAubert and Rifaldi, 2009: 5) . The total of assets invested in mutual funds increases with the factor 2.7 from the year 1998 to mid-2011. However, this amount of assets under management fluctuates according to the price of the funds' enclosed assets at the time of reporting. It is thus rational to take a look at the numbers of funds.
[insert Table 1 about here] Table 2 displays the development of the number of mutual funds in the same period of time. It is evident that the average fund's assets increase more than the pure number of funds. By the end of June 2011, 70,819 mutual funds were listed for sale around the world. At the same point in time, there were 41 percent more mutual funds on the global market than in 1998. About 50 percent stem from Europe, whereas it is conspicuous that the number of funds in Europe (35,406) is about fivefold larger than that of funds in the United States (7,518). However, when combining the two tables, one can observe that the average US fund is nearly seven times larger than its European counterpart. This is accounted for by the formerly highly segmented European fund market. Nowadays, in times of European market integration and a single market approach, one might believe that the number of funds will decrease in the long run. Consistent with the invested assets, Luxembourg, France, and Ireland stand out in Europe.
[insert Table 2 America, and the Middle East. 6 Table 3 shows the distribution of UCITS and non-UCITS in the countries in our focus. In total, the two groups constituted more than 84 percent of the whole European market and even more than 87 percent of the non-UCITS submarket at the end of September 2011. In this way, the magnitude of Germany increases immensely due to its large fraction of non-UCITS funds, which is exceptionally high in comparison with the other countries, with an average share of more than 60 percent in UCITS. Contrary to UCITS funds, a large fraction of non-UCITS funds are traditionally set up in Germany where the share of all European non-UCITS was 41 percent at end of September 2011.
Three fourths of the non-UCITS can be explained by just two types of funds (see Table 4 ). German 'Spezialfonds" represent 27 percent of invested assets in non-UCITS, whereas the largest number of assets under management are institutional funds;
approximately every second Euro in a non-UCITS is invested by institutional investors.
More than 50 percent of UCITS were domiciled in Luxembourg and France, whereas market characteristics and the reasons for their leadership strongly differ between both.
This importance of the French UCITS can be explained by the described fact that French private investors invest a major part of their savings in UCITS directly or through life insurance contracts which are tax-advantaged and account for one third of households' financial assets (OEE and ZEW, 2006; Grillet-Aubert and Rifaldi, 2009: 5) .
[insert Table 3 about here]
[insert Table 4 [insert Figure 1 about here]
7 As their name already reveals, these funds primarily invest in equity, bond funds invest mainly in bonds or other types of securities. Money market funds invest in short-term instruments (e.g., certificates of deposit, commercial papers, treasury bills, etc.) and liquid assets (cash and savings accounts, term deposits, etc.), whereas in particular the average maturity usually does not exceed one year. BalancedMixed funds invest in all types of funds.There also exist other types of funds (ICI, 2010) . Kingdom point into the same direction. However, most of the funds distributed to French investors were also set up in France, which can be explained by the described countryspecific life insurance business.
[insert Figure 2 about here]
Value creation process
In order to understand the procedures of setting up and running a fund, one has to split the organizational activities of a fund company and direct functions conducted by auxiliary industries into the components of a funds' value chain. It is very difficult to get a feeling for the composition of the involved functions in the value chain of a mutual fund. Since the literature does not provide a detailed description, it was necessary to consult business experts from Germany, the UK, Luxembourg, Switzerland, and the US about general market conventions.
Porter's value chain framework is a common means to display and analyze the logic behind firm-level value creation (and relative cost position) by decomposing the company into strategically important activities (Porter, 1985) . According to Porter, the overall value-creating logic of the value chain is valid in all industries (Porter, 1985 and 1990 ), but comprehensive overviews of the services sector, in particular the banking and securities sectors, are viewed with reservation (Stabell and Fjeldstad, 1998) . These reservations can be traced back to current product associations such as tangibility or storage life, which do not exist for financial products. Ergo, they do not exist for mutual funds.
Therefore, the services sector is thought to comprise not products but services, which are characterized by intangibility of the results, the uno actu principle, and the absence of storage and transportation. In a strict sense of the word, the custodian does store securities, but this tangible-representative characteristic makes the mutual fund, as typical for financial products, a so-called contractual good. Financial services contracts usually do not address all aspects inherent in the provision of services. These aspects comprise, e.g., promises to customers (for instance, the efforts of the fund manager regarding performance, or risk and liquidity), which are implicitly contractual and could lead to insecurities in investor behavior (see Gallouj and Savona (2009); Ng et al. (2012) ).
In order to illustrate the required activities, Figure 3 briefly depicts the value chain of a mutual fund before listing these activities in greater detail. Table 5 gives the relatively detailed listed overview of the involved activities.
The value chain (Figure 3) illustrates the value creation process of a mutual fund referring to the dominating understanding in production theories of services. It differentiates between (1) primary activities, which are directly involved in creating value for the investor, and (2) support activities that enable and improve the performance of the primary activities. The value creation process of the primary activities is sequential and begins with product innovation, which is almost always initiated by sales and marketing units. Domiciliation decisions are typically taken by the administration as well as internal jurists and external lawyers. Once having taken a domiciliation decision, a number of administrative tasks have to be completed before the fund can be marketed and sold to the investor. Within the value chain, different further workforces are necessary to set up and run a fund (support activities). These are not only employees who run the infrastructure, but also, and especially, administrators, fund managers, custodians, and transfer agents.
All activites can be outsourced, depending on the business strategy pursued and often create specific networks between agents situated in different countries, e.g. fund administration is relatively often carried out in Dublin. Fund managers in asset management are located independently from legal domiciliation and frequently work in teams, which may have offices in different locations. According to the findings of Bär et al. (2011) , fund companies prefer a team of managers to manage a portfolio when the included funds are larger and specialized knowledge is essential. In some cases, fund companies employ another company, called the sub-advisor, to handle the fund's day-today management, e.g., due to industry-specific knowledge. In these instances, the portfolio manager is generally located in the same place as the fund's sub-advisor.
According to Kuhnen (2009) , the majority of funds use in-house asset management.
[insert Figure 3 about here]
[insert Table 5 about According to Stabell and Fjeldstad (1998: 418) it is generally difficult to obtain reliable and precise cost data for value chain activities, since accounting data are most often not collected and reported in a consistent fashion. This corresponds to the experience made in conversations with business experts. It is therefore all the more interesting that, according to the analysis of CRA (2006) The subsequent analysis will shed more light on the production process of mutual funds. In the following the focus will be on the interaction between input variables of the production process and their spatial distribution. The subsequent analysis will set out the relevant location factors for domiciliation and examine their incidence in several countries. The underlying dataset and methods will be outlined in the ensuing chapter.
[insert Figure Table 6 This analysis uses survey data on the fund industry. This procedure has obvious pros and cons; however, any survey entails potential limitations for the inferences that can be drawn. The survey approach is not conventional in the finance literature but has certain methodological advantages (see van der Sar, 2004; Menkhoff and Schmidt, 2005; Lins et al., 2010) . In order to determine relevant factors in the domiciliation decision, applying the survey method was appropriate for several reasons. Due to the lack of data and earlier scientific research on domiciliation decisions of fund companies, a primary data collection was necessary. For this purpose, the survey method with a standardized questionnaire has several advantages over qualitative interviews, as the questioning features a higher degree of autonomy and anonymity. Furthermore, a representatively large sample size could be achieved, providing a more reliable interpretation space. The survey method followed the typical steps of defining the research objective and its operationalization in variables, the extension of primary knowledge and revision of the variables model, questionnaire setup, pre-test, and revision of the model, questioning, and evaluation of the results (see Groves et al., 2009; Schaeffer, 2003; Bradburn et al., 2004) .
Several results were also presented at various seminars of practitioners and academics.
This direct back and forth allowed the testing of some of the inferences this paper was attempting to draw from the formal survey.
It is assumed that the survey questions were generally well understood. According to Lins et al. (2010) , several concerns can arise when working with surveys. It is noted that there is a potential concern regarding the respondents' understanding of questions.
Therefore it is important to formulate appropriate questions in the practitioners' language.
It is impossible to verify that each individual fully understood each question, but intensive personal interviews with members of the group in advance of the survey confirm that the questions were generally well understood and gave further advice.
Moreover, in a later stage a beta version of the questionnaire was used in a pre-test with three experts as a final check of its appropriateness and acceptance.
A main concern is the possibility that the respondents are not the proper representatives to portray the domicile decisions taken by their companies. It was expected that unsorted mailings to official addresses might in the best case be answered by press representatives. Therefore the persons responsible for the domiciliation process in fund companies were identified and direct telephone contact with each was established before sending out the questionnaire. Moreover, at the end of each questionnaire recipients were asked to score the general appropriateness and make comments in the space provided.
The data collected contains very commercially sensitive information. Consequently, there is the potential concern that managers may choose not to answer questions truthfully. Since the survey is completely anonymous, there are fewer reasons to believe that there is any systematic reason to answer questions in anything other than a truthful manner. 8 This implies that only information at an aggregate level is presented. For this reason, this analysis reports results on the level of averages and does not reveal quantitative information that could be used to identify a particular company. Finally, there may be also concerns about response biases and sample selection biases in general (Lins et al, 2010) . The results do not indicate that either bias is likely decisive for the survey data, as the characteristics of the participating companies are in particular similar to those studied in the other research work.
Overall, the fact that this paper uncovers clear results that are economically meaningful is evidence against the notion that the gathered responses are just noise.
Survey Design
The survey is standardized and follows the principles of Groves et al. (2009) . It asks two types of questions on every prompted aspect of fund domiciliation. First, each aspect begins with a hypothetical question about how relevant the respective aspect is assessed to be for the domiciliation decision. These are also aspects that appear within the other stages of the value-added process, yet they could remain relevant for the decisionmaking process in the domiciliation stage. For example, managers were asked how important they would consider the process and duration of the fund issue approval in the whole process of domiciliation decision to be. Thus, it is possible to rank the individual determinants in order of their attributed worthiness. Second, perceptual questions regarding real country-specific characteristics were asked. For example, managers were asked how they would judge the supervisory authority with respect to process and duration of fund domiciliation approval in the respective countries. In the course of these perceptual and hypothetical questions, this empirical work was oriented by theoretical and practical explanations of fund domiciliation and location attractiveness, which have been discussed previously.
To capture the respondents' general assessment of the relationship between sales opportunities abroad and the location of domiciliation, the questionnaire starts out with a question on worldwide sales importance and suitability of the countries of interest. The 
Relevant Location Factors and Country-Specific Characteristics
First, a short overview of the most relevant factors for fund domiciliation will be provided. Afterwards, this paper will take a closer look at country-specific characteristics.
The findings provide clear results of which location factors are considered most relevant for the UCITS domiciliation decisions of fund companies. Table 7 reports the mean degree of importance the respondents allocated to the respective location factors ordered from the most relevant to the least relevant factor. The scale ranges from very unimportant (1) to very important (5), whereas the center (3) indicates a neutral position.
In general, the majority of factors can be judged as relevant. Hence, it is worth noting that just two factors considered rank below the neutral level and are thus assessed to be rather unimportant. This corresponds to the variety of chosen questions, since all of them were considered important in the interviews with experts before the survey. But all other surveyed factors have a more or less than neutral impact on the participants' fund domiciliation decision. The lead group of the five most relevant factors with a mean importance above category "4", i.e., which were ranked between important and very important in the mean, consists of legal stability with the highest valuation (4.76), the domiciliation approval process (4.51), availability (4.47) and qualification (4.45) of specialized workforce and the requirement conditions for the management company (4.23).
Interestingly, lower standard deviations 9 in responses on more relevant factors suggest that the group of managers agreed on the importance of the respective factors.
Higher standard deviations of the answers on less relevant factors show that responses 9 Standard deviation refines the analysis of managers agreeing or differing in their responses better than just presenting mean ranges, because outliers could change the range in a misleading way. The simple instrument of standard deviation provides further distributional information, in particular on the observations in the distribution tails.
were not as in line as for the lead group of factors. This could also be interpreted as a signal of respondents' uncertainty about these issues or a merely selective relevance for a minority group of fund companies.
[insert Table 7 about here]
In the following, the top five location factors with their country-specific peculiarities are highlighted individually. A high level of relevance is assigned to regulatory conditions in general. Legal stability (4.76) plays the most important role for fund companies' domiciliation decisions. The standard deviation is remarkably small (0.43), implying that most questioned managers seem to agree on the role of legal stability. As all included countries can be considered more or less similar in political stability, legal stability here aims at planning reliability and continuity for the fund industry, i.e., few changes that affect internal processes of the companies. Due to costs of internal reorganization, maintaining existing legal frameworks may be preferred over frequent changes towards more efficient rules.
The second most relevant factor, the approval process and duration of fund issues The situation seems to be similar in Switzerland, where, due to the lack of the "UCITS fund passport," compatible regulatory framework conditions have been implemented to go in line with EU law. According to practitioners, the approval duration was very long in Germany in the past and has been significantly reduced in the last few years. For instance, it takes three weeks in Germany, at least two weeks in Luxembourg, four weeks in France, six weeks in Ireland and the United Kingdom to obtain a regulatory approval.
Also, notification takes from as little as two weeks (Ireland) to up to eight weeks (CRA, 2006; KPMG, 2010 The fifth most important location factor refers to requirements for the fund management company (4.23). This factor encompasses regulatory and supervisory conditions, such as minimum capital requirements, risk management, and infrastructure.
In this regard, the new implementation of the UCITS IV Directive of 2011 is very important, as it allows setting up and managing a UCITS fund in another EU Member
State without having to comply with local "substance-criteria" of infrastructure, i.e., the de facto requirement of having a subsidiary in the country in which the fund is domiciled.
This leads to further decision opportunities for fund companies to geographically optimize their business models. The results suggest that Luxembourg provides favorable conditions for fund management companies in terms of their requirements, followed by Ireland and Switzerland.
Existing alternative legal types of funds appear to be important (e.g., SICAF, SICAV, and FCP in Luxembourg). The tax burden for the domiciled fund also appears to be important in the decision process. In the last decade several efforts were made to create a level playing field in taxation. In 2003, fund experts identified taxation policy to be the most important barrier to cross-border financial business (Heinemann et al., 2003) . According to the findings, Luxembourg also leads in this point, although sharp distinctions cannot be observed. The level of disclosure requirements is considered weakly relevant (3.36), which can be traced to the widely standardized framework of UCITS, i.e., differences between the countries of choice tend to be minor. Hence, the countries do not differ so much regarding investor protection.
Generally, labor costs are high in all compared countries and are considered weakly relevant (3.64), while Ireland is best rated (3.67) and Great Britain worst (2.31). Many administrative functions in the fund industry have been outsourced to Ireland in the past.
The domiciliation provisions (i.e., fees) for fund domiciliation play a minor role and all countries march to the same tune. For instance, according to CRA (2006: 36-38 ) the pure authorization costs imposed by the national regulator were EUR 1,500 in Germany, EUR 2,650 in Luxembourg, and EUR 8 per million assets under management for a single fund in France; it is almost always payable annually (ex Germany, EUR 500 p.a.).
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Similarly, real estate costs are high in all countries and assessed as not important.
Several questions were posed regarding cluster concentration effects. They account for the described cluster explanations due to agglomeration economies and positive externalities, such as knowledge and information spillover effects. The relevance of these factors is principally moderate. However, the position of Luxembourg leads in almost all cases. Last but not least, the prime position in terms of leisure facilities is achieved by Switzerland, closely followed by Germany. In the open space for comments, the managers additionally refer to aspects of infrastructure, transport connection and mobility, and double taxation agreements as further determinants of their domiciliation decisions. As all additional factors were named only once, their significance can be considered to be limited to individual cases.
The dimensions of relevance and perceived configuration of individual factors are combined in Figure 7 , which gives clear evidence on the de facto microeconomic business conditions for fund companies in the major European financial centers. Overall, the results indicate that differences in the framework conditions on the micro level across the regarded countries still exist; although this paper focuses on very standardized UCITS funds in a predominantly harmonized sub-segment of the European financial market.
However, Luxembourg leads the list for almost all factors crucial for the domiciliation decision. The assessment regarding Ireland also suggests business advantages.
[insert Figure 7 about here]
Conclusion
In this paper, the rationale behind the domiciliation decision in the European fund industry has been empirically investigated. In order to carry out this research, the paper has analyzed the relevant production process and its input variables. It is argued that the decision for a fund company's location is determined by a set of network factors and opportunities for cooperation that differs between countries. Such country-specific determinants of a fund's production justify the idea that the most important factors for network creation and the production process in the mutual fund industry depend on the relevant location factors and relevant country-specific characteristics. This paper focuses on UCITS as the main relevant regulation in Europe and beyond the EU. The quality of relevant microeconomic business environments for setting up UCITS funds in six European countries has been explored. These countries represent more than 83 percent of the entire UCITS market. The used survey evidence provides us with detailed information on the assessments of managers responsible for domiciliation, which cannot be obtained from publicly available statement data. The respondents represent a focal market share of 78 percent. In particular, this analysis provides new evidence about the production process in the financial industry and in particular in the legal environment of UCITS (and related regulations such as in Switzerland). Several findings stand out; the data confirms the notion that the production of mutual funds is driven by network arrangements, in which the regulator plays a very important role. The outcome of the empirical study indicates that the decision on where to domicile a fund is not primarily driven by cost factors, such as registration charges and labor costs, but rather by the conditions of the approval process embedded in the legal framework and the quality of the workforce.
Differences in these factors may allow fund companies to set up more innovative and complex funds in a shorter period of time in one country than in other countries.
Traditional cost factors (i.e., economies of scale) thus play a mediocre role for the domiciliation decisions and do not seem to be the primary reason to locate in a financial center. Lower standard deviations in responses on more relevant factors suggest that the group of managers agreed on their importance. It is evident that Luxembourg is appraised to best fulfill the most important factors. The development of Luxembourg as a special financial center for funds is attributed to governmental efforts to create favorable framework conditions, causing first-mover advantages regarding the implementation of the UCITS directives. As a result, Luxembourg is the second largest domiciliation hub in the world and located specialized experts and ancillary industries may continue to strengthen its position.
Against the backdrop of the financial crisis, mutual funds tended to become smaller as assets lost value and investors switched to other asset classes and divested out of funds. Fund companies, in turn, increased fund consolidations in order to reduce fixed costs. Merging funds from multiple countries necessitates a new domiciliation decision.
In summary, the results indicate that the methods and the gathered responses were useful for the research purposes. Nonetheless, the inferences drawn from this study have to be interpreted with the understanding that the dataset arises from a specific survey and not from archival data obtained from an ample data provider.
Beyond the new insights into the value creation process of mutual funds and the relevant determinants for decision-makers, policy recommendations can be derived from these results. Once financial institutions have settled in a certain location in which the infrastructure necessary for production is already given, relocation is usually only possible at high costs and risk and will therefore be avoided despite harmonized regulations. Consequently, favorable or unfavorable political decisions taken in the past tend to have long-term effects for the future. Therefore, the results are relevant both academically for the formulation of a theory and for economic practice. 
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Figure 6: Distribution of Fund Managers in Germany
Source: Own calculations, based on the database of Lipper (2010b) ; bracket shows (1) the number of funds (first part) that are managed by a (2) number of fund management companies (second part) in this city; bubble latitude represents the magnitude of the total net assets (TNA), in mio. Eur, managed by these fund managers in this city; information of active funds and their oldest share class are considered to prevent a multiple add-up.
Figure 7: Fulfillment of relevant Location Factors
Source: Own calculations; location factors are sorted in a clockwise direction of mean relevances; the level of assessed country-specific characteristics is considered by the highest mean valuation at the outside border and lowest in the center of the circle. 
